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With concern growing among clients about the
impact of their investments on the environment and
society, combined with the increase in fund
managers talking about environmental, social and
governance (ESG) and responsible investing, the
Sustainable Development Goals (SDGs) are in the
spotlight. More than ever we are seeing the SDGs
shape the way investors of all sizes and persuasions
are thinking about the social and environmental
impacts of their investments. In this article, we cover
what the SDGs are and how they can apply to
investments to assist you in client conversations.




The 17 SDGs

End poverty in all its
forms everywhere

End hunger, achieve food security
and improved nutrition and
promote sustainable agriculture

Ensure healthy lives and promote
well-being for all at all ages

Ensure inclusive and equitable
quality education and promote
lifelong learning opportunities for all

Achieve gender equality and
empower all women and girls

Ensure availability and
sustainable management of

water and sanitation for all

Ensure access to affordable,
reliable, sustainable and modern
energy for all

Promote sustained, inclusive and
sustainable economic growth, full
and productive employment and
decent work for all

Build resilient infrastructure,
promote inclusive and sustainable
industrialization and foster
innovation

Reduce inequality within and
among countries

Make cities and human
settlements inclusive, safe,
resilient and sustainable

Ensure sustainable consumption
and production patterns

Take urgent action to combat
climate change and its impacts

Conserve and sustainably use the
oceans, seas and marine resources

for sustainable development

Promote peaceful and inclusive
societies for sustainable development,
provide access to justice for all and
build effective, accountable and
inclusive institutions at all levels

Strengthen the means of
implementation and revitalize
the global partnership for
sustainable development

Protect, restore and promote sustainable
use of terrestrial ecosystems, sustainably

manage forests, combat desertification,

and halt and reverse land degradation and

halt biodiversity loss
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The Sustainable Development Goals
(SDGs) were borne out of the United Nations
(UN) as a blueprint for economic
development that is just and sustainable,
now and into the future. At a September
2015 summit, the UN member states
adopted ‘Transforming our world: the 2030
Agenda for Sustainable Development’, an
ambitious blueprint for achieving peace and
prosperity by the year 2030, while protecting
our people and planet. Specifically, a total of
17 SDGs were set, each with a subset of
targets and indicators. While the 15-year
agenda was intended to support policy
makers around the world, there is a clear
role to play for the private sector.

Each Goal, and its corresponding targets
and indicators, is intended to offer a globally
agreed signal to policy makers regarding
how to make a better and more sustainable
future for developed and developing
countries alike. Importantly, the indicators
allow for the measurement of progress
against the targets, and thus against the
achievement of the overall Goal (at either a
national or global level).

However, the enormous size of the challenge
to achieve the 17 SDGs by 2030 means that
policy makers within governments and
supranational organisations will not be able
to do it alone. Achieving the 15-year SDGs
agenda has been estimated to require
US$75-105 trillion.? Of that, it is estimated
only around a fifth will come from
government spending.2 While there is a role
for NGOs and philanthropy to play in meeting
the funding gap, a clear role also lies within
the private sector.

Companies and investors are well positioned
to allocate capital that will contribute towards
the Goals. Companies can directly deliver
against the Goals through their business
activities should they meet an area of SDG-
identified need. This in turn can create
opportunities for investors to earn their
returns through companies or projects which
positively contribute to the SDGs.

TUN Commission on Trade and Development (UNCTAD)
2 PRI, 2017



Example of Goal
targets and indicators

SDG11 - ‘Make cities and
human settlements inclusive,
safe, resilient and sustainable’
has 10 targets and 15
corresponding indicators. For
example target 11.1 is “by 2030,
ensure access for all to
adequate, safe and affordable
housing and basic services and
upgrade slums”, with the key
indicator for this target (11.1.1)
being “proportion of urban
population living in slums,
informal settlements or
inadequate housing”.
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Applying the SDGs to investments

SDGs as a guide
for impact investing

Many investors are increasingly seeking to go
further than simply avoiding harm or mitigating
ESG risks, and actively contribute to solutions
for environmental and social issues. Impact
investments offer a means through which such
investors can generate positive impacts at the
same time as securing a financial return.

With so many worthy causes vying for capital,
the globally agreed SDGs are a useful means
to prioritise. As a clear, commonly agreed
framework that articulates humanity’s most
pressing environmental and social challenges,
they offer a firm foundation on which to base
impact investment products.

What is impact
investing?

The Global Impact Investing Network
defines impact investments as
“investments made with the intention
to generate positive, measurable,
social and environmental impact
alongside a financial return.”

Opportunities for companies
and investors alike

Like all goals, the SDGs are about achieving
change - change in practices that will support
global economic developmentin a
sustainable manner.

For companies, opportunities lie in orienting
business activity towards the areas of need
defined by the SDGs. For example, a target
under SDG11 highlights the need for
sustainable public transport; opportunities may
arise as a result of favourable regulatory
mechanisms and public support for products
and services which support greater use of
sustainable transport. The more companies
actively realise such opportunities, the more
investors may stand to generate social and
environmental benefits, alongside

financial returns.

The SDGs also provide opportunities for
companies to enhance value by embedding
sustainability practices within operations.
Companies which adopt the practices
espoused by the SDGs can support their own
‘social licence to operate’; attract and retain
staff; create a better working environment for
their employees; and support stronger
relationships with other external stakeholders.
Investors who are cognisant of the SDGs are
better positioned to invest in sustainable
companies, supporting sustained returns over
the long term.



Page 7

Using SDGs for risk management

The SDGs have the potential to be used as a
risk management framework both at a
company and systems level. It is expected that
those companies whose business activities
undermine the achievement of the SDGs will
increasingly be at risk, in particular, of
regulatory changes and their ability to maintain
their social licence to operate.

Many large institutional investors are ‘universal
owners’, with their diversified portfolios

effectively representing an exposure to the
overall economy. It is therefore in their
interests for the global economy to be strong.
With the SDGs offering a blueprint for
sustainable economic development and
peaceful cooperation between nations, their
achievement should support a healthy global
economy. Correspondingly, failure to achieve
the SDGs is highly likely to hinder investment
returns for such widely diversified investors.

Beware the clever spin and other limitations

The clear articulation of the Goals, with
appealing colourful icons, coupled with the
surging interest among investors to ‘do good’
while doing well financially, have left the Goals
vulnerable to so-called ‘SDG-washing’, or
clever spin.

No sooner have there been credible attempts
by investors to utilise the SDGs as an
investment lens, financial products have
appeared which exaggerate claims they
actively contribute to the SDGs. Often the links
between a product’s underlying assets and the
true objectives of the SDGs are tenuous. It is
typical to see assets ‘mapped’ to the SDGs,
though the quality varies greatly. While it is
essential to consider how individual assets or
funds contribute to the SDGs, mapping
exercises may be limited to loose, rather than
meaningful, correspondence of SDG and
investment themes. For example, a food
company may be presented as mapping to
SDG2: ‘Zero Hunger’, while ignoring its impact
on the underlying targets associated with
sustainable agriculture or nutrition on poor or
vulnerable people.

Further, some approaches ‘retrofit’ the SDGs to
existing (or past) - and sometimes unintentional
- activity rather than drive additional
contribution to the SDGs, for example via
strategic or capital allocation decisions. To
more meaningfully contribute to the
achievement of the Goals requires supporting
new activity (‘additionality’).

To purposefully allocate capital to the
achievement of the SDGs, a more rigorous
analysis of this contribution needs to assess
activity against the targets and indicators that
form part of the Goals. This is most easily
achieved through evaluating metrics revealed
in company reporting, and through an
understanding of the company’s wider
operating environment.

However, measuring progress against the
Goals in their totality remains challenging. For
example, a company can have a ‘net positive’
impact on one goal while having a negative
impact on another. There is currently little
consensus on impact measurement and, while
approaches are being developed, widespread
agreement remains a distant reality.
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So how can you credibly apply the SDGs?

A number of investing approaches avoid
simple mapping of an activity to an SDG
theme and instead demonstrate consideration
of the underlying targets and indicators of each
SDG. They also emphasise ‘additionality’, or
new contributions to the SDGs.

One approach is to focus on an individual SDG
and to invest with the objective of supporting
only that Goal, rather than trying to support
multiple at once. For example, SDG5 - Gender
Equality and SDG7 - Affordable and Clean
Energy are two Goals which lend themselves
well to a more concentrated investment focus.
A number of Green Bonds and Social Impact
Bonds, for instance, evidence their
contributions through the impact reports which
their issuers are obliged to publish.

Another approach is for investors to capture
SDG-relevant investment themes in a
proprietary framework, for example, by
drawing out themes common across multiple
SDGs (e.g. climate stability) or readily
available investment opportunities (e.g.
affordable housing). In these cases, the
framework used will be unique to the asset
manager, although a reconciliation of the
framework with SDGs should be made clear.

Contributions to the SDGs can also be made
when investors encourage companies to align
their business strategies and/or activities with
the achievement of the Goals. This can be done
directly or via proxy when invested via a fund.
Active managers are often well placed to
identify potential areas for improvement in
investee companies against the most relevant
SDGs. Better practice SDG-aligned corporate
engagement sets objectives relating to the
SDGs and reports on progress achieved.

For universal investors, SDG-aware decision
making can support sustainable returns.
Specifically, avoiding exposure to investments
which undermine the SDGs while positively
tilting towards investments which contribute to
the SDGs, is generally agreed to promote
positive and sustainable economic
development. The benefits of which should flow
through to returns in the longer-term.



Where to next
for the SDGs?

The rising interest in impact
investing will drive greater
prominence of the SDGs

Impact investing can be thought of as sitting
at the ‘pointy end’ of a responsible
investment spectrum. Over the last few
decades, responsible investing has
expanded from approaches that focus on
avoiding harm, through to the integration of
environmental, social and governance (ESG)
risks into investment decision making, and
ultimately to a greater focus on contributing
to solutions for people and the planet, or
‘impact investing’.

The size of the current global impact
investing market is estimated to be US$502
billion, and rapidly growing.3 In Australia,
between 2017 and 2018 alone impact
investing grew by 72%,* mirroring rapid
acceleration in this space globally. This trend
is only set to continue, alongside a move
from impact investing in private markets to
public markets, which can be more easily
accessed and achieve greater scale.

As the practice of impact investing grows -
along with growing investor demand and
greater supply of impact-aligned investment
opportunities - we expect that the SDGs will
grow in prominence within the investment
industry. By defining global areas of
economic, social and environmental need, as
discussed above, the SDGs are a useful
means to inform the creation of impact
investing opportunities.

3 Global Impact Investing Network, ‘Sizing the Impact Investing Market’,
April 2019
4 Responsible Investment Association Australasia,
Page 9 ‘Benchmark Report 2019’
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Evolving company disclosures will provide
greater confidence of SDG contributions

To date, corporate disclosures have made

limited reference to the SDGs, and in many
cases those references have focused on
alignment to the high level Goals, rather than

the underlying targets and indicators. However,
this is changing alongside the growing

awareness of the SDGs in the private sector
and investor demand for decision-useful
information for both risk- or purpose-related
objectives. Lack of quality disclosures
evidencing a company’s contribution towards

the SDGs has been a barrier to greater uptake

of SDG-related investing

In October 2019, RMIT University and the
Global Compact Network Australia sought
evidence of the integration of the SDGs into the
business strategies of the top 150 ASX-listed
companies, using their disclosures.® The study

found that 37% of the ASX150 mentioned the

SDGs in their annual or sustainability report,

and 18% provided detail on how the SDGs are

integrated into business strategy. However,

only four companies set their own targets to
align with SDG targets and indicators, rather
than just the SDGs themselves.

5 Global Compact Network Australia & RMIT University, ‘SDG

Measurement and Disclosure: By ASX150’, October 2019 (Available:
http://www.unglobalcompact.org.au/new/wp-
content/uploads/2019/11/SDG-Measurement-and-Disclosure-by-
ASX150 GCNA-and-RMIT.pdf)

Nevertheless, as company disclosures develop,
we expect to see a greater focus on meaningful
SDG-related target-setting, as well as greater
incorporation of the SDGs within companies’
materiality reviews. It is likely that engagement
with stakeholder groups will increasingly form
part of a company’s response to the SDGs, for
example, we anticipate companies will
increasingly seek stakeholder input on how
best to measure their impact.

Enhanced SDG-related corporate
disclosures will provide greater
transparency regarding how a
company’s activities and strategy
align to the Goals, allowing investors
to allocate capital with greater
conviction that their investment
supports the achievement of the
Goals.


http://www.unglobalcompact.org.au/new/wp-content/uploads/2019/11/SDG-Measurement-and-Disclosure-by-ASX150_GCNA-and-RMIT.pdf
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The SDGs and Australia

With their focus on development, it's common to
think that the SDGs apply only to less developed
countries but this is not the case. The UN
wishes to see full achievement of the Goals
throughout developed and developing countries
alike.

Australia is no exception. In a 2019 Sustainable
Development Report assessing global progress
against the SDGs,® Australia was ranked 38th
globally, and rated below the average of OECD
nations. Of the 17 SDGs, Australia was
assessed as having only achieved one: SDG3 -
Good health and well-being.

The assessment for Australia also determined
that for 4 SDGs ‘major challenges’ remained,
while for 7 SDGs ‘significant challenges’
remained. In a trend assessment, Australian
progress was considered to be stagnating
against 6 of the Goals, while for a further 6
improvement is only moderate.

For investors wishing to allocate capital locally,
such an assessment can help highlight areas
of greater need within in Australia, for example
climate action (SDG13) and responsible
consumption and production (SDG12).

Figure 1: Australia's SDG Dashboard (Source: Sustainable Development Report 2019)
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https://s3.amazonaws.com/sustainabledevelopment.report/2019/2019_sustainable_development_report.pdf

What can you do?

As we have discussed in this article, the
SDGs are a useful way to prioritise
globally-agreed areas of need. If investors
want to make a greater social or
environmental contribution when allocating
capital towards the achievement of the
Goals, they may wish to consider:

Fund managers which can demonstrate
sound knowledge of the SDGs and how
they may apply to investments.

Approaches which emphasise
‘additionality’, or new contributions to the
Goals, rather than looking at past or
existing activity.

Impact investments over other financial
products, especially if these set clear
objectives relating to the SDGs.

Applying greater scrutiny to strategies
which claim to invest in every Goal. Many
valid approaches ‘re-work’ those SDGs
which are most ‘investable’, or even just
focus on one or two of the Goals.



* Investing in products or with fund
managers which offer impact reporting to
provide confidence that your money is
supporting the achievement of the
SDGs.

» Active investment managers which run
corporate engagement programs and
are in a position to influence investee
companies to align their business
strategies and/or activities with the
achievement of the Goals.
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Responsible investing
at Pendal

Responsible investing is part of our heritage
and is a natural extension of our active
approach to investments. Today, investors
entrust us with $2.5 billion in dedicated
ethical and sustainable mandates.

Pendal has a proud 35-year heritage in
responsible investing, with the Pendal
Sustainable Balanced Fund being launched
in 1984.7 Since then we have continued to
enhance our consideration of ESG issues in
both fundamental analysis as well as specific
strategies.

7This fund was launched by the Bankers Trust group in 1984 as the BT Australia Charities Trust. Pendal Fund Services Limited (previously known as BT

Supporting our responsible investment
capabilities is our specialist ESG team,
Regnan. Pendal has a long history with
Regnan and in 2019 we brought in-house
the Regnan team of expert analysts and
consultants, each with an average of 14
years’ ESG and responsible investment
experience.

Regnan is now core to responsible investing
at Pendal and is supporting our existing
ethical and sustainable funds, and our
emerging impact investment products.

Investment Management (Fund Services) Limited) became the responsible entity of this fund in 2007.



PENDAL

+
ﬂ regnan

Jeremy Dean
Head of Regnan and Responsible
Investment Distribution

Jeremy.Dean@pendalgroup.com
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The information contained in this document has
been prepared by Pendal Institutional Limited (ABN
17 126 390 627; AFSL 316455) (Pendal) and is
current as at 3 February 2020. Regnan - Governance
Research & Engagement Pty Ltd (ABN 93 125 320
041; AFSL 316351) (Regnan) is a wholly-owned
subsidiary of Pendal Group Limited. This document
is not to be published, or otherwise made available
to any person other than the party to whom it is
provided.

This document for general information purposes
only, should not be considered as a comprehensive
statement on any matter and should not be relied
upon as such. It has been prepared without taking
into account any recipient’s personal objectives,
financial situation or needs. Because of this,
recipients should, before acting on this information,
consider its appropriateness having regard to their
individual objectives, financial situation and needs.
This information is not to be regarded as a securities
recommendation.

The information in this document may contain or be
based on material provided by third parties, is given
in good faith and has been derived from sources
believed to be accurate as at its issue date. Whilst
all reasonable care has been taken to ensure that
the information in this quarterly update is complete
and correct, to the maximum extent permitted by law
neither Pendal, Regnan or any other company in the
Pendal Group accepts any responsibility or liability
for the accuracy or completeness of this information.

PENDAL
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